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BEFORE THE ARIZONA CORPORATION CO 

JIM IRVIN 

RENZ D. JENNINGS 

CARL J. KUNASEK 

COMMISSIONER-CHAIRMAN 

COMMISSIONER 

COMMISSIONER 

IN THE MATTER OF THE COMPETITION IN ) 
THE PROVISION OF ELECTRIC SERVICES ) 
THROUGHOUT THE STATE OF ARIZONA ) 

) 

Enrique Lopezlira hereby provides noti' e 

DOCKET NO. U-0000-94-165 

NOTICE OF FILING 

f filing of his rebuttal testimony a 

required by the Commission's Fifth Amended Procedural Order, dated the 29th day of 

January, 1998, in the above-referenced docket. 

RESPECTFULLY SUBMITTED this q h a  y of February, 1998. 

GRANT WOODS 
Attorney General 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

JIM IRVIN 

RE” D. JENNINGS 

C A R L  J. KUNASEK 

COMMISSIONER-CHAIRMAN 

COMMISSIONER 

COMMISSIONER 

CN THE MATTER OF THE COMPETITION IN 
THE PROVISION OF ELECTRIC SERVICES 
THROUGHOUT THE STATE OF ARIZONA 

) DOCKET NO. U-0000-94- 165 
) 

COMPREHENSIVE SUMMARY OF 
ATTORNEY GENERAL’S PREFILED 
TESTIMONY AND REBUTTAL TESTIMONY 

1 
1 
) 

The Electric Competition Rules should be modified regarding stranded costs in a number of 

instances to: 

0 Identify the markets to which stranded cost analysis can apply 

Apply a free-market philosophy wherever possible 

Better define stranded costs for efficient calculation and to 

Eliminate unnecessary regulation and administrative proceedings 

0 

0 

0 

0 Eliminate CC&N market limitations 

Affected Utilities” should not be required to make a “stranded cost” filing pursuant to 

A.A.C. R14-2-1607 because: 
0 The market-determined number will be quicker and more accurate 

Only the market can identify those assets that will gain value under cornpetition 0 

Stranded costs should be calculated quickly after the rules become certain because: 

0 Market certainty will generate rapid competition to benefit users 

Less burden on taxpayers and ratepayers of continued regulatory proceedings 0 
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Stranded costs should be calculated in every case using a market-value approach 

because: 
e The market is more likely to result in zero stranded costs 

The market price is the true measure of what has, in fact, become uneconomic 

Stranded costs will be calculated quicker and more accurately 

e 

e 

For investor-owned utilities this calculation should be done using a split-stock market 

value approach, and for non-investor owned utilities and cooperatives, stranded costs 

should be evaluated on an asset-divestiture (or bid-auction) basis because: 
e It is the fastest and most accurate way 

It Will not undervalue assets 

Value will be established by those with a fmancial stake in the outcome 

Investors are protected from hture uncertainty 

Ratepayers and taxpayers are protected from future uncertainty and error 

e 

e 

e 

e 

e Faster competition will occur 

The administrative calculation method proposed is not the best choice because: 
e It will take too long 
e It is continued regulation 

It is too costly putting unnecessary burdens on taxpayers and ratepayers 
e It promotes inefficiency 

e It continues market uncertainty 

e 

Net Loss Revenue is a poor choice of calculation methodologies because: 
e It fails to account for management error 
e It is too uncertain 

e It is bound to contain errors 

It will undervalue some assets e 
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w It is more likely to overestimate stranded costs 

It requires costly administrative true-ups w 

The only relevant time frame for calculating market values is at the time the rules become 

certain. 

Stranded costs should be paid over no more than five (5) years because: 

w A longer period creates additional market uncertainty 

All historic users should pay pro-rata for stranded costs because: 

0 Historic users received any benefit of regulation 

Larger users should pay more than smaller users 

Burdening new competition with stranded costs is a barrier to competition 

Competitive retail rates should offset any increase due to stranded costs 

0 

e 

e 

Stranded costs should be collected from all users through a fixed, non-bypassable 

monthly charge because: 

e Wires, access and exit charges are an unnecessary impediment to competition 

A monthly charge is fairer and more efficient 

a stranded cost recovery fund is simple to administer 

True-up proceedings are unnecessary and too costly 

e 

0 

0 

There should be no price caps or rate freeze imposed as part of the development of a 

stranded cost recovery program because: 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

e Rate caps deny the benefit of lower competitive rates 

Rate caps are completely regulatory 

Rate caps allow inefficiencies to continue 

Rate caps will become a floor for future rate cap increase petitions 

e 

e 

e 

The only factor that should be considered for “mitigation” of stranded costs is: 

e less than 100% recovery to reflect investor risk 

less than 100% recovery to induce efficiencies in the phase-in period e 
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Rebuttal Testimony of Enrique A. Lopezlira 
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REBUTTAL TESTIMONY OF ENRIQUE A. LOPEZLIRA 

Various parties, in addition to the Affected Utilities, have filed testimony endorsing the 

“net loss revenues” method of calculating stranded costs. For the following reasons, a net loss 

revenues approach is the poorest of the options available to the Commission for calculating 

stranded costs. 

The net loss revenues method as proposed by the majority of the Affected Utilities 

(“utilities”) calculates stranded costs as the difference in the revenues received under competition, 

and the revenues utilities would receive if regulation were to continue. The net loss revenues 

method is an “administrative approach” for calculating stranded costs because the Arizona 

Corporation Commission’s staff (“Staff’) would be required to calculate the amount of stranded 

costs to be recovered. Thus, this approach would require staff to forecast what the utilities’ costs 

and the price and demand of electricity will be in a future competitive environment. Most 

advocates of the method propose that the affected utilities file estimates, which the Staff would 

then examine. A hearing would be required to ascertain the initial net loss in revenues for a 

period in time, and would require periodic true-up hearings necessary. The approach involves the 

Commission in continued regulation of a deregulated product market. Monitoring the effect of 

competition through some time in the future is not deregulation. Moreover, the method places an 

unnecessary burden on users, as cost of these laborious proceedings would be born by existing 

customers and taxpayers. 

The most obvious problem with the net loss revenues method is that it requires predictions 

about future events made by individuals who have not operated in a competitive environment, and 

will not experience the direct economic consequence of their determination. Market value 

decisions are best made by market investors or buyers who better understand markets and evaluate 

risks. No matter how well thought out the administrative predictions will be, they are still likely to 

be inaccurate. Forecast errors will require periodic true-ups to replace old inaccurate estimates 

with new inaccurate estimates. Also, the time-consuming and contentious nature of these true-up 

proceedings makes them very costly. 

Another problem with the net loss revenues approach is that it erroneously assumes that 
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because the competitive market price may be lower than the rate set under regulation, the 

underlying assets are “uneconomic” in all markets, across all industries. The falsity of this 

assumption is proven by recent sales of fonnerly regulated assets in other parts of the country, like 

California and New England, where they were sold at prices way above book value. There is no 

administrative methodology that can generate an order saying that a utilities assets under 

competition are three or four times more valuable than their book value and, therefore, an 

administrative evaluation is less likely to lead to zero stranded costs. Only a market can reflect 

real-world enhanced values, and this has happened in other instances in other states applying a 

market approach. 

The stock market-value approach for calculating stranded costs would solve all the 

problems with the net loss revenue approach. It is simple, because it does not get bogged down in 

accounting rules and definitions. It is quick, because it saves on the time and money involved in 

true-up hearings and other administrative proceedings. It provides a “net” measure of stranded 

mstshease it automatically offsets undervalued as&s,_such as the value of open&gu_up Few 
~~ 

generation markets to other affected utilities, against overvalued stranded assets. It is 

economically efficient, because its speed and simplicity reduce the uncertainty for consumers, 

competitors and investors. And, it is fair both to shareholders because it compensates them 

directly, and residential users because it saves them fiom being burdened by paying for only truly 

uneconomic assets, if any. 

The net loss revenues approach is merely a mechanism for arriving at a market value of 

those assets which are made uneconomic, not by management error, but by the shift to 

competition. It is a poor substitute for a true market measure, which can be achieved more quickly 

and with greater certainty and enhanced benefit to all classes of users. 
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Karen Glennon 
19037 N. 44th Avenue 
Glendale, AZ. 85308 

AJO IMPROVEMENT COMPANY 
P.O. Drawer 9 
Ajo, AZ. 85321 

COLUMBUS ELECTRIC COOPERATIVE, INC. 
P.O. BOX 631 
Deming, NM. 88031 

CONTINENTAL DIVIDE ELECTRIC COOPERATIVE 
P.O. BOX 1087 
Grants, NM. 87020 

DIXIE ESCALANTE RURAL ELECTRIC ASSOCIATION 
CR Box 95 
Beryl, Utah 84714 

GARKANE POWER ASSOCIATION, INC. 
P.O. BOX 790 
Richfield, Utah 84701 

MOHAVE ELECTRIC COOPERATIVE, INC. 
P.O. BOX 1045 
Bullhead City, AZ. 86430 

MORENCI WATER AND ELECTRIC COMPANY 
P.O. BOX 68 
Morenci, AZ. 85540 

Stephen Ahearn 
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ENERGY OFFICE 
3800 North Central Avenue, 12th floor 
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Betty Pruitt 
ARIZONA COMMUNITY ACTION ASSOC. 
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Choi Lee 
PHELPS DODGE CORP. 
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Phoenix, AZ. 85004-3014 

Bradley Carroll 
TUCSON ELECTRIC POWER CO. 
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Creden Huber 
SULPHER SPRINGS VALLEY 
ELECTRIC COOPERATIVE 
P.O. BOX 820 
Wilcox, AZ. 85644 

Mick McElrath 
CYPRUS CLIMAX METALS CO. 
P.O. Box 22015 
Tempe, AZ. 85285-2015 

A.B. Baardson 
NORDIC POWER 
4281 N. Summerset 
Tucson, AZ. 85715 

Michael Rowley 
c/o CALPINE POWER SERVICES 
50 West San Fernando, Suite 550 
San Jose, CA. 95113 

Dan Neidlinger 
3020 N. 17th Drive 
Phoenix, AZ. 85015 

Jessica Youle 
Jane D. Alfano 
SALT RIVER PROJECT 

Phoenix, AZ. 85072-2025 
P.O. Box 52025 - PAB 300 

Patricia Cooper 
Arizona Electric Power Cooperative 
P.O. Box 670 
Benson, AZ. 85602-0670 

Clifford Cauthen 

P.O. Drawer B 
Pima, AZ. 85543 

GRAHAM COUNTY ELECTRIC CO-OP 

Marv Athey 
TRICO ELECTRIC COOPERATIVE 
P.O. Box 35970 
Tucson, AZ. 85740 

Joe Eichelberger 
MAGMA COPPER COMPANY 
P.O. BOX 37 
Superior, AZ. 85273 
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Wayne Retzlaff 
NAVOPACHE ELECTRIC CO-OP INC. 
P.O. BOX 308 
Lakeside, AZ. 85929 

Craig Marks 
CITIZENS UTILITIES COMPANY 
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Phoenix, AZ. , 85012 

Steve Kean 
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Houston, TX. 77251-1188 

Jack Shilling 
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P.O. BOX 440 
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Nancy Russell 
ARIZONA ASSOCIATION OF INDUSTRIES 
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Phoenix, AZ. 85004 

Barry Huddleston 
DESTEC ENERGY 
P.O. Box 4411 
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Steve Montgomery 
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2032 West 4th Street 
Tempe, AZ. 85281 

Terry Ross 
CENTER FOR ENERGY AND ECONOMIC DEVELOPMENT 
P.O. Box 288 
Franktown, CO. 80116 
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Douglas Mitchell 
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Ellen Corkhill 
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Phoenix, AZ. 85016 

Phyllis Rowe 
ARIZONA CONSUMERS COUNCIL 
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Phoenix, AZ. 85014 

Andrew Gregorich 
BHP COPPER 
P.O. BOX M 
San Manuel, AZ. 85631-0460 

Larry McGraw 

6266 Weeping Willow 
Rio Rancho, NM. 87124 

USDA-RUS 

Jim Driscoll 
ARIZONA CITIZEN ACTION 
2430 S. Mill, Suite 237 
Tempe, AZ. 85282 

William Baker 
ELECTRICAL DISTRICT NO. 6 
P . O .  BOX 16450 
Phoenix, AZ. 85011 

John Jay List 
General Counsel 
NATIONAL RURAL UTILITIES 
COOPERATIVE FINANCE CORP. 
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Herndon, VA. 21071 
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Spokane, Washington 99216 
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Tom Broderick 
PG & E 
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Scottsdale, AZ. 85251 

Albert Sterman 
ARIZONA CONSUMERS COUNCIL 
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Tucson, AZ. 85716 

Michael Grant 
GALLAGHER & KENNEDY 
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Phoenix, AZ. 85004 
Attorneys for AEPCO 
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INTERNATIONAL BROTHERHOOD OF 
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Jeff Woner 
K . R .  Saline & Associates 
160 N. Pasadena, #lo1 
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Russell E. Jones 
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Attorneys for Sulphur Springs Valley and Electric Cooperative Inc. 

9 



Myron L. Scott 
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Tempe, AZ. 85252-2179 
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